Comments on

Financing Sustainable Infrastructure:

Lessons to be drawn from Hub Power Pakistan

Discussant: A.R. Kemal(
The paper is in a very important area and is quite interesting. Most of the Muslim countries have inadequate infrastructures and the governments have limited resources. Obviously, if the private sector can provide infrastructural facilities and that too at a lower cost, the growth will be accelerated.

The paper essentially focuses on the various agreements that have been signed between the government of Pakistan/WAPDA/KESC and the independent power producers (IPPs).  There has been very little analysis of various agreements and more importantly, it fails to show the impact of private sector participation in the power sector on the economy of Pakistan. As a matter of fact, by referring most of the time to the transmission and distribution losses, the paper tries to conceal the real impact of the independent power producers on Pakistan’s economy.

Specific comments are as follows:

Para 1.2. The author suggests that private power producers brought private investment in power generation with a view to easing the fiscal problems of the government and to bring the much needed efficiency in power sector.  While the government wanted IPPs for these specific purposes, this can hardly be an objective of the private power producers. Their interest is to maximize profits irrespective of what happens to the fiscal situation in a country.

The paper suggests that one of the objectives of the study is to examine as to how the private sector investment in power generation has increased the debt servicing and foreign exchange liabilities of public sector utility, WAPDA.  However, it fails to provide the concrete estimates in the study. 

Paras 2.1 to 2.4. Various studies have been mentioned to indicate that private sector results in reduced costs of production. However, the study fails to examine if just privatization is enough for improvement in efficiency without reference to the market structure. Since most of the utilities are either natural monopolies or have oligopolistic market structure, how the competitive environment was ensured has not been discussed. Moreover, study also points out one activity where there was no improvement in efficiency levels, though the other studies mention quite a number of such activities. Nevertheless, the study fails to analyze why in different economic activities private sector was able to reduce production costs but in that it failed to do so.  That needs to be examined. Furthermore, productivity levels always show improvement over time. To what extent reduction in cost is due to normal growth in productivity and to what extent this shows the impact of privatization needs to be analyzed. A counter factual needs to be established against which changes in efficiency levels are assessed.

Para 3.2. The study talks about captive units with a total capacity of the order of 1500 MW. What has been their efficiency level? If they are inefficient, which probably they would be, then it is an additional burden which has been imposed on the economy of Pakistan. This is because if the rates of WAPDA and KESC were lower, then these captive units would not have been established.

Para 5.1. The paper suggests that if any of the components, namely, generation, transmission and distribution are kept in public sector, then it should be made efficient enough to absorb private sector participation in generation. No doubt the efficiency in transmission and distribution is necessary but why this efficiency should absorb the high cost of private sector participation.

Para 5.8. It is argued that because of the provision of capacity payment, WAPDA has to suffer the losses. Obviously, when WAPDA has the monopoly, no power producer would be willing to invest unless a minimum purchase guarantee is assured. Probably it would have been useful to examine why IPP contracts in excess of demand were awarded. Similarly, why the agreement with Hubco was revised and the assurance of 18 percent return on equity with all those guarantees were agreed. Moreover, when the additional cost of WAPDA once the capacity payments were made was only the energy cost, only around 2 cents per kWh, why WAPDA did not reduce the price for the industrial sector to minimize its losses. The study fails to discuss these issues. 

Para 5.12. That the private producers have no incentives to cut costs is quite intriguing. Of course, if instead of fixing prices of electricity, Hubco was to get 18 percent return on equity, the statement would be justified. But when price has been fixed, Hubco would reduce production cost but would not pass on the gains to WAPDA and the consumers.

Para 5.14. The figure 7 indicates sharp variations in rates of various IPPs. Why do the costs differ from Rs. 3 to Rs. 8 per kWh has not been discussed in the paper.

Para 5.14. The paper suggests that in the absence of IPPs, consumer would not pay more than Rs. 1 for hydel and Rs. 3 for thermal. On the other hand price of private sector generated units exceeds Rs. 3 in all the cases. In view of this, , is it a right policy to go for private sector? Should the government not instead arrange the finances for WAPDA. 

The study nowhere mentions re-negotiation with the IPPs leading to reduction in costs. The study fails to mention what would have been tariff rates after 10 and 20 years as per agreement. One wonders what did the country gain after re-negotiation. Is it a real gain? 

Para 6.2. The study rightly recommends that all future contracts be awarded on competitive basis and in a most transparent way. It should also suggest that lowest bid must never exceed the cost of a new plant to be commissioned in the public sector. After all, private sector is supposed to be more efficient.

Para 6.2. The study suggests that future demand should be correctly predicted and provision of incentives and guarantees to private players closely examined. While both the suggestions are correct, probably it would be better if one had presented an analysis of the demand patterns predicted earlier and guarantees provided in the first place.

Para 6.3. The study says that the capacity purchase price of the tariff component is the most harmful clause.  Does the author refer to the price or the agreement? Obviously, such an agreement is essential, it was the price level that had created problems. 
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